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Hotel and tourism has emerged to be a highly
profitable industry in China after the Cultural
Revolution in the '60s. As China is gradually
opening its door to the outside world, taking in
foreign investors or just plain tourists the supply
and demand of first-class hotels has become a
chronic problem China must face and come up with a
quick answer.
Co-Course Company of Hong Kong and the
Huizhou West Lake Construction and Development
Committee of Huizhou, Guangdong recognize the
business potential for a small, but high-class
resort hotel in a scenic city- Huizhou.
The marketing and financial studies show
favorable results in that the proposed hotel would
have no difficulty in getting sales with its range
of recreational facilities or services. The
financial analyses show good prospect that it will
be making a significant return beginning in year 1
after a construction and preparation period of nine
months to one year. While the proposed business
venture will mean profitability to both parties
entering into a joint venture agreement of twelve
years, the detailed terms and conditions need to be
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carefully considered so to protect both parties
particularly the Hong Kong party who will be
injecting a large sum of cash capital into a Chinese
property. If investors are sufficiently protected
the proposal would turn into a tremendous business
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In May 1983, Co-Course Company of Hong Kong
(hereinafter refer to as香 港 匯 建 公 司
CCC) and Huizhou West Lake Construction and
Development Committee of Huizhou, Guangdong
惠 州 西 湖 建 設 委 員 會 (hereinafter
refer to as HWC) entered into a tentative agreement
for jointly redeveloping a Huizhou hotel complex,
Foundhuazhou Hotel
芳 華 洲 賓 館 into a
modern resort hotel with each party holds 50% share
of the new hotel when it will be completed in
1985. The agreement stipulated that CCC would
provide a total investment capital of HK$5,000,000
for the construction of new buildings and
refurbishing of the existing buildings, purchase of
major machinery, material and equipment not
obtainable in China. HWC's share of capital,
equivalent to HK$5,000,000, would be in a form of
land with existing superstructures. Should the
Chinese property have a current market value less
than HK$5,000,000 the difference would be provided
by HWC as reserve funds to be used towards the
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various capital requirements during the hotel
formation period. The core of the project is to
redevelop the existing property into a 45-room hotel
with a full range of high-standard amenities which
may include:
-Chinese restaurant










-Water recreational facilities which includes
water bicycles and paddle boats
-TV games
-Transportation fleet
Through early rounds of negotiation, a profit
distribution formula has tentatively been molded
into shape. It suggested that CCC should account
for 80% and HWC 20% of net profit for the first six
years while for the remaining 6 years each party
would pick up an equal share of the profit. On the
12th anniversary, all fixed and current assets would
become sole assets of HWC and the joint venture will
3be dissolved. The following is the description of
the investment proposal with projected costs:
Hong Kong Dollars
Remodelling of the existingHotel
500,000superstructure
Interior decoration
for 45 guest rooms, 2















Remodelling of the existingSalon
gift shop including initial







Exterior and interioring Shop














Purchase of water bicyclesBicycles
30,000(10)
Paddle
Purchase of boats andBoats
20,000paddles (10)
TV Games Purchase of TV games
30,000(6)
Transpor-
Purchase of four 14-tation
248,000seat passenger vans













CCC has very little experience in dealing with
the Chinese market so they need to be cautious with
their moves. In the remaining part of this chapter
an overview of tourism and hotel accommodation in
China and a description of Huizhou city will be
presented (along with some photographs and a city
map of Huizhou and an artist's conception of the
proposed new hotel). Finally a project summary
detailing the issues involved and the work to be
covered in this research project will be presented.
5An Overview Of Tourism And Hotel
Accommodation In China
There are three independent travel and tourist
administrative units within the People's Republic Of
China. Thev are China International Travel Agency
Overseas外 交 部 屬 下 中 國 國 際 旅 行 社
中 國 華 僑 旅 行 社Chinese Travel Agency
中 國 旅 行 社, and the China Travel Agency
The one Hong Kong residents are more familiar with,
also one which the proposed resort hotel will have
direct dealings with is the China Travel Agency.
Both China Travel Agency and the Overseas
Chinese Travel Agency operate under the Home Affairs
Department. These agencies are government appointed
bodies whose key responsibility is to arrange tours
for overseas Chinese, Hong Kong and Macau
compatriots, Taiwan compatriots as well as
tourists of other nationalities wishing to visit the
various parts of China. The two agencies have
headquarters In Beijing, branch offices throughout
China in cities which are open to foreign visitors.
Since the turn of the decade China is slowly
rationalising its external economic system. Under
the spirit of Four Modernization and an "open door"
policy the travel industry in China has taken a
giant leap forward. There are now over one hundred
cities and tourist areas open to foreign visitors
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without special permit. Some areas are still
restricted though special entry permit may be
applied for. According to available statistics,
there were 1.9 million visitors visiting various
parts of China in 1978, most of them were local Hong
Kong and Macau residents. In 1981, visitors
increased more than four times to 7.8 million, of
which 90% were Hong Kong and Macau visitors going
into China, particularly Guangdong, for short period
1
stays.
In November 1983, China announced through the
press that it is building some 50 new hotels and
hoped to provide 20,000 more rooms by 1985 in
anticipation of a tourism boom. In a separate press
release made by The Hotel and Building Expo '84, it
is said that the number of foreign visitors will top
10 million by 1985, of whom about one-fifth will be
non-Chinese foreigners. Last year, the Guangdong
province attracted over one million visitors, an
increase of 12 percent over 1981.2
So far this year, the Guangdong province alone
has signed US$ 670 million worth of contracts for
hotel development and tourist services. The
province has so far concluded contracts for 218
projects, 94 of which are related to hotel
development and the rest for tourist facilities and
2
services.
7The writers had made frequent trips to the
various parts of Guangdong province and occasionally
to Beijing during 1981-83 and they could whole
heartedly endorse what has been described in the
article about the massive hotel development programs
now underway in strategic locations throughout
China. In fact, according to few insiders, these
programs should have been pushed ahead some five to
ten years earlier to allow China to take full
advantage of its open door policy which was made
eminent at the turn of the decade.
Before China was opened to foreign visitors
hotels in China were mainly for local Chinese
travellers. Except for a few international-standard
hotels which were completed in the past few years in
Beijing, Shanghai and Guangzhou in wake of a sudden
demand for such, the majority of hotels in China
today are of extremely poor standard. Tourist
statistics shown above shed light on the demand of
high-standard resort hotels throughout China. The
need for such is particularly acute in Guangdong
province where in the past few years seen a
Personal Communication With Mr. S. C. Tam of
Hong Kong Translanguage Centre, 1983.
2China's Giant Plan To Build Hotels, South
China Morning Post (November 1983): Business News
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significant increase of tourist flocking in from
Hong Kong and Macau on occasions one can think of.
In addition, there are those who find nearby cities
over the other side of the border an ideal place to
escape a weekend or two with their families.
However, what the other side of the border has not
readily got to offer are decent resort-type
accommodations with wide-ranging service amenities
and recreational facilities.
Without doubt, one sees the future of the hotel
and tourism industry in Guangdong and in China as a
whole. What remains doubtful is whether hotel
development projects now undertaken in China,
particularly in Guangdong, are results of serious
consideration in respect of market segmentation,
i.e., hotel built for business and general
travellers versus those developed for the sole
purpose of resorting and holidaying- where there is
a ready market for it, namely Hong Kong and Macau.
A Description Of Huizhou City
Huizhou is situated some 90 kilometers north
north-east of Hong Kong. The city of Huizhou has an
area of approximately. 45 square kilometers and a
population of close to 160,000. A city of extreme
historic value Huizhou was built more than 2,000
years ago. The city is also of industrial
importance, it is one of the largest light
9東 江 區 域industrial cities along Dongeong River
and is considered a mid-size city in Guangdong
province. A large sugar refinery, several machinery
assembly plants, textile and garment factories,
plastic factories, food processing factories,
factories for producing procelain goods, firecracker
and firework factories among others comprise the
Huizhou industrial network. There are now several
joint venture enterprises involving Hong Kong
capitals in Huizhou, among which a large garment
factory is said to have been doing exceptionally
well. While staying in Huizhou for this project,
the writers have met and interviewed several Hong
Kong residents (all of whom were with a garment
manufacturer) who stationed in Huizhou on long-term
projects.
Today's Huizhou is a beautiful sub-tropical
city, year-around temperature averaged at 21.7°C
average temperature in January is 13°C and in July
28.2°C. So weather-wise it is very similar to
Hong Kong.
Huizhou is probably the only scenic area left
in Guangdong which has not been too heavily
commercialized. Somehow, her natural, unspoiled
beauty retains as modernization unfolds. The West
中 國 杭 州 西 湖 " is aLake in Hongzhou
world-renowned tourist spot because of her
characteristic beauty and the fascinating tale-like
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history associated with it. The West Lake Of
惠 州 西 湖 is nick-named Little WestHuizhou
Lake to pay tribute to her remarkable resemblence to
the Hongzhou counterpart.
Indeed, Huizhou is famous for its "five lakes
五 湖 六 □and six bridges" (see photographs
and maps in next section). The total area of the
five lakes combined is 80 square kilometers which is
almost twice as large as the city itself. One can
truly imagine Huizhou as being a "lake city".
Foundhuazhou, where the proposed resort hotel is
located, can be found on the mid-northern part of
the West Lake. It is a tiny isle overlooking the
entire West Lake southwardly. The isle is connected
to mainland by two beautiful stone bridges. Within
the lake area, famous historic sites
孤 山 ， 泗 洲 塔 ， 朝 雲 墓 ， 準 提 閣are
明 月 灣 ， 點 翠 洲 ， 荷 花 亭 ， 芳 華 洲
百 花 洲 ， 紅 棉 水 榭 等
For people who have been to Huizhou they must
know of the two equally-famous tourist spots only 18
kilometers northwest of the city.
is one of Guangdong's four mostLofoushan 羅 浮 山
湯 泉famous mountains, Tongchuen
spring is located. Lofoushan also has Guangdong's
largest water fall.
In the city and along the lakeshore, there are
shops offering traditional Chinese handicrafts,
is where a hot
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shooting games, firecrackers and other household
items. Numerous mobile units hawking clothing
items, snacks and beverages, fruits and vegetables.
There were no fewer than ten supermarkets or
department stores selling consumer non-durables and
durables. On a Saturday afternoon these
marketplaces were jam packed with local buyers.
Restaurants and mobile hot food stalls were readily
seen in every block along the main drag.
At present, there are fourteen hotels in
Huizhou, five operated under HWC and the rest are
either independent hotels or chains operated by
other local administration units. All of these
hotels offer poor accommodation at cheap rates.
With tremendous tourism potential Huizhou is in need
of an international-standard resort hotel for
discerning travellers and holiday seekers.
Photographs, Map And Artist's Conceptions
Please refer to the appropriate appendices for
details.
Project Summary
CCC expressed cautiousness over certain
marketing as well as financial issues. Their
concerns are specifically stated as follows:
1. A resort hotel in Huizhou - is this a
commercially viable concept and is there a ready
market for this product?
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2. What is the market size?
3. Who are target customers?
4. What should the new hotel be like and what
facilities should it have?
5. Are there competitions in the market?
6. What sort of annual business volume can be
expected?
7. Would the estimated business volume be
sufficient to generate a cash flow whereby the debt
incurred by CCC to finance this project will be duly
serviced?
8. What would be the expected annual net
income (loss) for each of the twelve years?
9. What rate of return on investment (ROI) can
be expected?
CCC, now facing an investment opportunity,
would like to carry out a research project so to
enable the company to address to these issues as
well as to acquire some basic understanding about
the underlying proposal and its business potential.
In the meterial immediate to follow, Chapter II
deals with the marketing research methodology
through which the various information pertaining to
the hotel and tourism market of Huizhou are to be
purposely collected. Chapter III deals with the
information obtained and presents them in an
orgained manner such that they can be seen as
related to Huizhou or Hong Kong. The most important
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chapters are Chapter IV and V in which Chapter IV
presents the classic profile studies based on
information gathered in Chapter III. And it is
based on these profile analyses are assumptions made
with respect to anticipated market size, sales
forecast, operational information which includes
personnel requirement, operational expenses for each
individual profit centre, etc. Chapter V highlights
the quantitative part of this project by presenting
the various income and expenses considerations using
the various assumptions made in the previous
chapter. The entire feasibility study is finally
brought under the scrutiny of a few financial
analyses such as Return on Investment, Discounted
Cashflow Method and the Discounted Payback Period.
Conclusion and Discussion is given in Chapter VI in
which the feasibility of developing a resort hotel
in Huizhou and to what extent will this project be
profitable under the current assumptions will be






It would be nignly risky to iauncn a proauct
(or service) in a market without at least knowing
something about that market. That is to say if a
firm insists on entering into a merket, but however
has very little idea of what that merket is like its
chance of succeeding in that business would have to
be minimal unless it comes under straight luck. CCC
is not without worries in the proposed venture and
would endeavor to collect as much relevant
information to help them with the investment
decision and to minimize certain investment risks.
The kind of information the writers would have to
collect in order to furnish a full recommedation to
CCC are as follows:
1. Market information- the macro-aspect of
the market. The supply and demand situation of the
Huizhou hotel industry, the source of business and
the estimated market size in terms of dollar sales
are some important information to have.
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2. Product (Service) information- with
respect to the proposed resort hotel, what
facilities should be included so to meet the needs
of potential customers?
3. Competitive information- who are the
likely competitors within the same geographical
location and what kind of a product do they have
available on the market?
4. Customer information- who are the
hotel's key customers what demographic profile can
be established with respect to key customers?
5. Sales information- CCC is specifically
interested is obtaining current sales-related data
for leading Huizhou hotels such as occupancy rate,
room rate, hotel restaurant sales revenue, revenue
for the hotle's other departments, etc.
These are just some basic questions the
hotel developer must obtain answers, and based on
these answers or estiamtes they could then prepare a
five-year financial projection. The investment
decision hinges quite heavily upon the pro-forma
results of the five-year projection.
These are, no doubt, very important
information to be had and the next question is how
best can these information be obtained.
The writers had tired to obtain these
information through various Chinese and Hong Kong
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sources with little success. Information gathered
was so scattered and lack of reference that it could
not possibly be used to form a significant data base
for the expansion of the research project.
In view of the difficulty in establishing
referencing data, the writers had subsequently
developed a purpose-built questionnaire for a series
of in-depth interview with selected sample
subjects. It is hoped that bits and pieces of
information extracted from these conversations can
be fitted together in a meaningful way so to enable
the writers to understand the general situation of
tourism in Huizhou.
Therefore, basically, the methodology
employed in this research is that of a
questionnaire/interview technique with the
involvement of selected individuals as sample
subjects.
With respect to the pricing structure of the
various services, CCC's main objective is to make
its offer as economically affordable and interesting
as possible so that it will attract sufficient
business volume to earn a specific rate of return
during the agreement period. This issue is properly
dealt with also in the questionnaire.
Three stages of interviews and meetings were
conducted to provide a broad information base. The
following paragraphs provide a description of these
works:
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1. Two separate in-depth interviews were
conducted with the help of Mr. Tam Tean-Chi, Chief
Engineer of HWC and four of his staff. The first
interview was held on 15th July in which the general
market condition and competition in the Huizhou
hotel industry were discussed. Desired features in
the new hotel and target customer information were
dealt with in the second interview held on 20th
August. An interview conference was also held on
20th August afternoon with key HWC officials to
discuss the fine details of the cooperative terms.
Participants of this conference were:
Mr. Wu Kwong, Supervisor of HWC
Mr. Kuo, Deputy Supervisor of HWC
Mr. Tam Tean-Chi, Chief Engineer of HWC
Mr. Pang of CCC
Mr. Shek of CCC
The writers
The writers felt that statistics, facts and
projections obtained from these meetings have been
most useful in structuring the various profiles with
respect to the Huizhou market.
2. With respect to our key market- Hong
Kong- the writers were fortunate enough to have
acquired a name list of tourists, representing four
tour groups who had just returned from visiting four
resort attractions in Guangdong. The name list was
acquired through two travel agencies in Hong Kong
18
who shall remain nameless. The writers believe
participants of these tour groups are most likely
the sort of customers that the proposed resort hotel
is targeting for, hence their personnal views about
travelling in Guangdong in general about food,
accommodation, recreation, etc. in specific
constitute important factual information for our
immediate reference.
Respecting their right to privacy, a
questionnaire was first sent to the 112 persons
(including children over 10 years of age) with a
covering letter explaining the purpose of the
interview. Of the 112 letters sent 71 returned the
completed questionnaire within this group, 49 had
given consent to a 15-minute telephone interview.
The exceptionally high response rate (71/112 or
63.4%) may be attributed to the offering of an
incentive token- a set of handcrafted sandalwood
bookmarks (worth HK$4 retial). For those who were
willing to accept a telephone interview at their
convenience a beautiful handcrafted sandalwood fan
(Worth HK$50 retail) would be rewarded.
Telephone interviews were conducted between
14th to 30th September 1983. The first batch of six
sample subjects was telephone interviewed for the
purpose of pretesting the appropriateness of the
questionnaire and to fine tune interviewer's skill.
To accomplish this, interviewees were asked at the
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end of the session if they have any problems in
understanding the questions, or if any of these
questions were misleading or wrongly presented by
the interviewers. From the pretest of the first six
sample subject, the writers were reasonably assured
that the questions had not contained misleading
elemets nor were they wrongly presented to the
interviewees so that inappropriate answers would be
triggered which were not intended for by the
interviewers.
Findings from personal interview are usually
highly qualitative in nature. However, being quite
possibly the new hotel's customers-to-be, their
respective views are extremely valuable in help
structuring a strategic plan for the new hotel.
A sample of the questionnaire used is shown
under Appendices.
3. Due to seasonal fluctation the hotel's
certain facilities may not be put to maximum use
which is quite understandable. An effort must be
made to enable the gap be filled with business
activities not normally produced by tourists or
locals seeking a particular kind of service. One
notable assumption is that a third group of
customers- Hong Kong residents stationed in Huizhou
on business contracts or the more affluent local
Huizhou people who can afford better things in
life. This group of people may form a readily
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available, and yet significant market source for the
hotel's restaurant, for instance, which is taken as
a main income generator for the establishment.
Following the same methodology and
interviewing technique, a set of simple questions
were put forward to three groups of people to
solicit their views on the business potential of the
upcoming resort hotel. They were asked which
facilities conceptually interest them most and if
they would patronize any of these facilities at
all. The first group was 17 local people dining in
a good restaurant, Donghsing Restaurant
東 興 飯 店 The second group of four was a
group of local residents employed by a joint venture
garment factory in Huizhou who make above-average
wages. The third group of four was met by the
writers while on route to Huizhou on a coach, they
were Hong Kong residents currently working in
Huizhou, also in a joint venture garment factory.
The findings from these informal interviews
are understandably quite subjective and
qualitative. However, views that they have put
forward are indeed quite intriguing and interesting,
and ones which can form good, supportive arguments.
The foregoing summarizes the marketing
research technique which will be employed throughout
the first part of this study, also the most
important part as far as CCC is concerned. The
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questionnaire approach as to obtaining in ormaLion
is thought to be most appropriate and sensible as
the subjects had been to Huizhou and most probably
other popular tourist areas within Guangdong
Province hence their views are of comparative
importance. The telephone interview further
indentified those who were most willing to share
their travelling experience with the researchers in
a most direct and congenial way. Interviewing HWC's
executives helps the writers in understanding the
propositions of the Chinese party and in addition,
HWC being a major hotelier in Huizhou would be of
great help in guiding the direction of the new hotel
with respect to building construction, marketing and
operation of its programs. Finally, as the hotel
would appeal to the young and up-coming Huizhou
workers who can afford better things in life as well
as a small group of Hong Kong workers who have been
temporarily relocated to Huizhou, an informal group
discussion with this group of people would prove to
be beneficial.
Now that the kind of information desired and
the technique in which they are to be obtained have
been identified the next chapter would seek to deal
with these inforamtion as they are obtained and
present them in a systematic order.
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CHAPTER III
INFORMATION OBTAINED FROM SURVEYS AND INTERVIEWS
This chapter presents and discusses a wide
range of relevant information which were obtained
through questionnaire surveys and personal
interviews. All the questions used had been
carefully considered and as such they served some
specific purpose. These information will be
presented under four headings, namely:
1. Huizhou Hotel Industry- An Operational
View.
2. Target Market Questionnaire Survey (Hong
Kong Tourists)
3. Target Market In-Depth Telephone
Interview (Hong Kong Tourists).
4. Secondary Market Group Interview
(Huizhou and Temporarily Relocated Hong Kong
Workers).
These first-hand information made possible
the forming of the four profile studies. They are
the Merket Profile, Customer Profile, Product
(Service) Profile and Competitive Profile. These
profile studies will be presented under marketing
Study in Chapter IV.
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Huizhou_Hotel Industry - An Operational View
The following information were obtained from
interviewing several key HWC executives in a round
table discussion. For ease of presenting and
understanding, the key points will be presented in
the following in a point format.
1. Population of Huizhou city is about
160,000 according to a 1982 local census. Total
population including those of the adjacent suburbs
and counties adds up to some 350,000.
2. Projected national tourism growth- from
an actual 7.8 million in 1981 to a projected 10
million by 1985- is 7%. However, for the purpose
of this study a 5% annual growth rate for the period
1985 to 1989 will be used.
3. Estimated visitors growth rate in
Huizhou is in the region of 4-6% per annum.
4. Projected demand of hotel room in
Huizhou for the same period is 5% which is in line
with the national tourism growth pattern.
5. Huizhou city handled some 100,000
visitors in 1982. Estimated half of them were from
other parts of China while the remaining half were
from Hong Kong and Macau. This figure includes an
unidentified number of returnees visiting
relatives who live in this region.
6 Eighteen hotels all together in this
area, providing some 700 guest rooms. Competition
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between hotels not active at all.
7. Projected overall occupancy rate for
year 1 (1985) is 70% (Table 1).
8. Projected average room rate for a
standard room is RMB 40 in year 1.
9. The Chinese restaurant in the proposed
hotel is expected to bring in the greatest revenue
as well as profits, as such it is where the emphasis
should be.
10. The Floating Restaurant 畫 舫
currently operates under HWC draws in an average
business of RMB 1,500 per day (the restaurant is
built on a flat-bottom tow boat, anchored off the
south side of the West Lake). It is one of
Huizhou's most popular dining places because of its
accessibility and uniqueness.
11. With better management and more
efficient kitchen operation expected in the new
hotel it is believed that turnover can increase by
30% therefore bringing a daily revenue to RMB 1,950.
12. Net profit margin for restaurants now
under HWC administration is around 15%. Profit
margin can be much improved by a. Using Hong Kong's
restaurant management and b. the introduction of
unique fancy dishes which can charge for premium
prices. For example, the new resort intends to
offer Golden Fried King Pigeons as one of its
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special attractions. This is a Hong Kong favorite
but however not available now in Huizhou.
13. Average price per course is now around
RMB 3. New fancy course at RMB 5-10 will be
featured in the new hotel.
14. Wages for restaurant and hotel workers
are high. They make an average of RMB 45-65 per
month plus a performance bonus, as they call it in
China floating wage, which amounts to at least one
month basic salary.
15. It is estiamted that 50% of restaurant
revenue will come from non-hotel guests, i.e.
independent tourists, local customers and Hong Kong
workers based in Huizhou, etc.
16. Unless otherwise specified, a 5%
inflation rate will automatically apply on all
expense items (including utilities) incurred by the
hotel.
17. A 4% annual wage increase for hotel
employees is budgeted for the same period.
18. Fixed asset depreciation follows the
usual method which is equal amortization and with
all assets being written off at the end of the 12th
year.
19. In the total recreation revenue, 20%
will be derived from local customers and 80% from
Hong Kong/Macau customers mainly hotel guests.
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20. Laundromat and gift shop will derive
100% business from Hong Kong/Macau tourists only.
21. TV games will attract as much locals as
they will attract tourists.
22. The fashion boutique will have 90% local
and 10% tourist business.
23. Health Club facilities will be provided
only to hotel guests, free of charge.
24. Each visitor will spend an average of
RMB 10 on recreation, RMB 20 on souvenirs and RMB 2
on laundry while staying at the hotel in year 1.
The former two spending projections are in line with
research findings where the latter is an
assumption. In addition, each hotel guest will
probably spend an average of RMB 2 playing TV games
and assuming that local players will also have the
same spending pattern. Local patrons visiting the
fashion boutique will spend an average of RMB 25 on
a garment and there will likely be about 15 local
customers a day. There will be a service charge for
using the Discotheque and the estimate is that only
about one third of hotel guests will use this
facility at an average spending of RMB 3 per guest.
There will be as many locals as tourists using this
facility. At RMB 1 per show, there will be about
100 audience per evening for the theatre and they
will be mainly local people.
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Target Market Questionnaire Survey
Hong Kong Tousists
A covering letter expiaining the
researchers' intention was sent to each selected
sample subject to solicit his/her response to take
part in the two-part survey. Part One is a standard
questionnaire survey and Part Two is a telephone
interview involving a researcher and the sample
subject. The covering letter can be found under
Appendix 1. The format of the Questionnaire Survey
and the Telephone Interview can be found under
Appendix 2.
In presenting the results of the
Questionnaire Survey, the same questionnaire is used
with the answer to each question showing the mean
value of all returns the corresponding percentage
figure is given in parenthesis. The complete
results are shown at the end of this section.
Target MarketIn-Depth Telephone Interview
How Kong Tourists
This is Part Two of the survey which was
made possible by individuals who had indicated their
interest for a personal telephone interview by one
of the researchers. Again, the same set of
telephone interivew questions is used with the
answer to each question showing the mean value of
all telephone interviews the corresponding
percentage figure is given in the parenthesis. The
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complete results can be found at the end of this
section.
Secondary Market-Group Interview- Huizhou
and Temporarily_Relocated Hong KonqWorkers
The following are information (in point
from) gathered from conversations with a group of
Huizhou workers:
1. Average workers employed in the service
industry, i.e. transportation, hotel, restaurants,
etc. earn an average of RMB 130 a month total income.
2. Skillful female workers working for
cooperative or joint venture enterprises can earn up
to RMB 200 per month (piece work). Some girls said
they know a few friends who earn more than RMB 250
for making wigs and toy cloths. These are mostly
young, bright and optimistic post-cultural
revolution new blood wanting to have a go and a
new start in life.
3. In a typical Huizhou restaurant:
a. Average table turnover rate is one
seating for large tables and two seatings for 4-seat
tables.









4. Hong Kong tourists usually come to
Huizhou on the main Chinese festival holidays, i.e.
Mid-Autumn Festival and Lunar Chinese New Year.
Summer holiday also seems to be a popular time for
Hong Kong and Macau tourists.
5. Most local people do not go out to eat
at lunch time because they only pay RMB 0.2-0.4 for
a meal at work.
6. The occupancy rate for HWC's hotels is
quite high. For example, the Yeutan Hotel
玉 灘 旅 店 enjoys no less than 50% all year
在 棉 水 榭around rate. Hungmenshuitse Hotel
has only 20 rooms and it is nearly always full all
year around.
7. Girls in Huizhou like to get their hair
curled. Young men now also seem to catch up with
the fashion. A perm would cost RMB 7-10.
8. Entertainment in Huizhou is limited.
Moveies, roller skating, swimming, strolling around
downtown at night, eating out occasionally seem to
be all the entertainments available now.
9. New entertainments are definitely
welcome in Huizhou, such as cinemas showing Hong
Kong movies, discotheque, fashion boutique that
sells stylish clothes and shoes, better
photo-finishing service (currently one pays RMB 0.9
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per picture and it may take up to 10 days to ready),
fast food outlets that sell exotic food like
hamburgers or hot dogs, restaurants serving dim sums
and fancy dishes, and finally a beauty salon that
can do more stylish hairdos.
The following are information (in point
form) gathered from conversations with a group of
Hong Kong workers temporarily relocated to Huizhou:
1. Life in Huizhou is extremely boring and
that is no exaggeration. Restaurants in Huizhou are
dirty, and service is poor by Hong Kong standard.
However, food is not all that bad.
2. Transportation to and from Hong Kong is
poor and the ride is tiring and uncomfortable partly
due to the road condition. The fleet of direct
coaches which run between Tsimshatsui and Huizhou
is of poor running condition (for instance, the
suspension is far too stiff) The air conditioning
does not always work and quite a few times
passengers had to go out to help push start the
coach. Coming to Huizhou occasionally may not be
too bad, but repeated trips can be quite annoying.
3. Would like to see some good restaurants
and coffee shops offering high quality food and
service.
4. Now that more Hong Kong enterpreneurs
are investing in Huizhou and its neighboring towns
and hence there will be more Hong Kong residents
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working in Huizhou. Huizhou must offer some
"attractions" to us Hong Kong residents in order for
us to stay and work happily."
In summary, information obtained were of
extreme importance for the subsequent construction
of the four profile studies (to be elaborated in
Chapter IV). Without these information, first it
would be difficult to comprehend the rather complex
market conditions and the investors would have
hardly any reference to base their investment
decision on. Secondly, it would not have been
possible, given no trade practice information and
reliable statistics, to envision the proposed
investment in certain quantifiable terms. And if
this was not done, then the 5-year financial
studies, projections and return calculations could
not have been made possible.
It is important to note that the material
given in this chapter are primary data acquired
through people who are regarded as potential
customers of the new resort hotel.
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Target Market Questionnaire Survey
Hong Kong Tourists
You will receive a FREE GIFT if you will
kindly return this suvrey completed before September
5. 1983.
1. Sex: Male 31 (43.7%)
Female 40 (56.3%)
2. Marital Status: Single 37 (52.1%)
married 34 (47.9%)
3. Age (please check):






secondary school 59 (83.1%)
primary school 8 (11.3%)
5. What is your family's total monthly
income?







6. In your recent tour to Guangdong, where
did you go and when?
Place: (not applicable)
Date: (not applicable)
Duration of the tour:
same day return 12(17%)
2-day 27 (38%)
3-day 32 (45%)
7. Who did you go with?
Self alone 4 (5.6%), with:
family member 10 (14.1%)
relatives 7 (9.9%)
friends 50 (70.4%)
8. How much did you spend on this trip?
(Averages) 1-day 2-day 3-day
Total cost$ 180$ 280$ 350
Personal spending $ 40 $ 100 $ 135
9. Name two most important reasons if you
would indeed join the same tour again?
inexpensive tour 30 (21.1%)
scenic and historic attraction 38
(26.8%)
being close to Hong Kong 42 (29.6%)
water recreation available 5 (3.5%)
other games available 2 (1.4%)
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(firework, rifle shooting, horseback
riding, etc)
good hotel accommodation 3 (2.1%)
good food (special games and birds) 19
(13.4%)
good, comfortable transportation 3 (2.1%)
others (please specify) 0-(0%)
10. You are employed by:
self-employed 3 (4.2%)
commercial establishment 17 (24%)
industrial establishment 37 (52.1%)
educational institute 1 (1.4%)
government 2 (2.8%)
service industry 8 (11.3%)
others (please specify) 3 (4.2%)
11. Will you join this tour again given that





- beautiful scenery in Huizhou.
Honey Lake offers a wide veriety of
recreational facilities.
- other minor reasons.
reasons for no:
- boring and lack of holiday facilities
in Huizhou.
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- West Lake is majestic, however, hotel
and food in Huizhou are horrible.
- other minor reasons.
reasons for undecided:
- no reasons given by respondents.
12. A sandalwood fan (HK$50 retail) will be
yours absolutely free if you are willing to talk to
us more about your recent tour. This will be in a
form of a telephone interview where you choose a
data and time. Now, may we telephone you to discuss
further about your trip?
yes- 49 (69.0%), you may call me at
"(N/A)" AM/PM on " (N/A)
(please pick a date between September 14 to 30,
1983). My telephone number is: (N/A)
HK/KLN/NT
no - 22 (31 0%), please do not call but I
will give you my personal opinion about this tour as
follow:
(None of the respondents had filled in this
section).
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Target Market In-Depth_Telephone_ Interview-
HonqKonqTourists
Thank you for letting us talk to you on the
telephone about your recent trip. We will send you
a sandalwood fan very soon. Now please answer the
following questions.
1. Where did you visit?
Huizhou, West Lake
- 1-day 4 (4_2%)
Huizhou, West Lake, Lofoushan
- 2-day 17 (34.7%)
Honey Lake, Huizhou, West Lake, Lofoushan
- 3-day 28 (57.1%)
2. Can you give us your opinion of Huizhou
on the following? Please rate each as good,
average, or poor.
good average poor
38(77.6%) 7 (14.3%) 4(8.1%)Scenery
28 (57.1%) 17_(34.7%) 4 (8.2%)Hot Spring
Hotel Accom-
2 (4.0%) 24(49.0%) 23 (47.0%)modation
10 (20.4%) 30 (61.2%) 9 (18.4%)Food
Tran-
0 (0%) 17 (34.7%) 32 (65.3%)sportation
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Water Re-
creation 8 (16.3%) 41 (83.7%)0 (0%)
Other Re-
creation 20 (40.8%) 29 (59.2%)0 (0%)
Economical
Trip 7 (14.3%) 32 (65.3%) 10 (20.4%)
Souvenirs
Available 5 (10.2%) 25 (51.0%) 19 (38.8%)
3. What is the basic reason that you joined
this tour to Huizhou?
Scenery/Historic Attraction 21 (42.(%)
Just A Place To Get Away From Hong Kong 13
(26. 5%)
Haven't Been To Huizhou Before Find
Out What It Is Like There 10 (20.4%)
Other Minor Reasons, i.e.
Visiting Relatives 5(10.2%)
4. What do you like most about your trip to
Huizhou? Name two features.
Scenery 39 (39_8%)




Misc. Features 4 (4.1%)
5. What are your specific complaints about
this trip, if any? Name two features.
Hotel Accommodation 17 (17.4%)
Food 12 (12.2%)
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Recreational Facilities 26 (26.5%)
No Night Entertainment 18 (18.4%)
No Souvenirs 7 (7.1%)
Transportation 5(5.1%)
Hotel/Restaurant Service 11 (11.2%)
Misc. Features 2 (2.0%)
6. Can you recall your personal spending on
the following items (all costs already included in
the tour package do not count)?
AverageRange
Recreational
Facilities$ 0- 40$ 9.50
Food Beverage/
snacks 20 -100 76.00
Souvenirs 0- 75 21.00
7. If there is now a new resort hotel in
Huizhou, what following facilities would you




Chinese Restaurant 0 (0%)49 (100%)
Western Restaurant 39 (79.6%)10 (20.4%)
Coffee Shop 11 (22.4%)38 (77.6%)
Gift Shop 17 (34.7%)32 (65.3%)




24 (49.0%) 25 (51.0%)Equipment)
1-hour Photo-
95 (51.0%1 24 (49.0%)Finishing Shop
Mini-Theatre (Movie
14 (28.6%) 35 (71.4%)or Video Show)
Laundromat (Self-
27(55.1%) 22(44.9%)serve)




42 (85.7%) 7 (14.3%)Boats)
Other Recreation
Facilities (Target
Shooting, TV Games) 39 (79.6%) 12 (24.4%)
37 (75.5%) 12 (24.5%)Discotheque
8. Imagine now there is a small (45-room)
but absolutely first-class resort hotel by the lake
shore of Huizhou West Lake. The hotel has a Chinese
restaurant, western restaurant, coffee shop, gift
shop, beauty salon, health club, discotheque, 1-hour
photo-finishing shop, mini-theatre, launndromat,
fashion boutique and some recreation facilities and
within a radius of 40 kilometers there are famous
scenic points and a hot spring which the hotel
provides transportation to and form. Would you




If yes, what room rate would you consider as
reasonable (based on a two single-bed room)?
RMB 30 (HK$ 115) 11 (22.4%)
RMB 40 (HK$ 150) 18 (36.7%)
RMB 50 (HK$ 190) 13 (26.5%)
RMB 60 (HK$ 230) 6 (12.2%)
1( 2.0%)RMB 70 (HK$ 270)
0( 0%)RMB 80 (HK$ 300)
9. At the hotel you stayed in Huizhou,
would you like to make a guess on its occupancy ratE
while you were there?







10. Would you visit Huizhou again if the new





You have just answered all our questions.





As China is opening its door to foreign
visitors and investment seekers more first-class
hotels will be in demand. In November 1983, China
announced through the press that it is building some
50 new hotels and hoped to provide 20,000 more rooms
by 1985 in anticipation of a tourism boom. So far
this year, the Guangdong province alone has signed
US$670 million worth of contracts for 218 projects,
94 of which are related to hotel development and the
rest for tourist facilities and services. In a
separate press release made by the Hotel and
Building Expo '84 it is said that the number of
foreign visitors will top 10 million by 1985, of
whom about one-fifth will be non-Chinese
foreigners. Obviously, the hotel and tourism
business in China in general can only be benefited
by the open door policy and the trend is that only
high-standard hotel accommodation will be developed
in China particularly in Guangdong where such demand
is already existed.
However, the hotel market in Huizhou can not
be too active judging by the slow introduction rate
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of new hotels being put into service in the past
five years. The two latest additions are the
王 、 灘 旅 店 and theYeutan Hotel (36 rooms)
桃 源 賓 館 bothTauyeun Hotel (100 rooms)
under direct supervision of HWC. Both hotels were
built within the last five years and already they
are in a much run down condition today.
According to our recent survey in Huizhouu
and statistics obtained from a local source (Hong
Kong Translanguage Centre) there were approximately
50,000 visitors passing through HWC's five hotels (a
total of 266 rooms) in 1982. In the entire Huizhou
area including Lofoushan and Tongchuen there are 701
rooms. Assume all hotels had about equal business
in 1982 and therefore by proportion there should be
around 130,000 visitors passing through the 18
hotels in 1982 (266: 50,000 = 701 : X, X =
131,767). Suppose 1. accommodation was based mainly
on double occupancy but however an acutal occupancy
factor of 1.8 was obtained, 2. each visitor spend
an average of two nights in a hotel, then the
following information could be extrapolated for 1982:




Overall Occupancy Rate For
Huizhou Hotels In 1982
The same source disclosed that of the 130,000 or so
visitors, approximately half was made up of local
Chinese while the remaining half were Hong Kong and
Macau tourists. HWC hotel chain claimed the
majority of Hong Kong and Macau guests bought a
3-day package tour. The minority visitors were made
up of independent tourists, people on business and
those visiting friends and relatives who live in
Huizhou.
Given that the majority visitors are not all
happy with the hotel rooms as per our research
finding, therefore if better alternatives are
available all existing hotels now in Huizhou would
face serious problem in getting business. Expanding
along this line of thinking it then becomes clear
that the potential hotel market in Huizhou can be as
large as the portion of the inflow of visitors
wanting decnet accommodation. Assuming a 4% annual
visitor growth rate since 1982 and at least 60% of
visitors desire better accommodation than what is
being available now, then the 1985 market size, in
terms of room nights for a high-standard hotel is
estimated as follows:
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Given: 1. No. of visitors to Huizhou in
1982= 131,767
2. Projected occupancy factor= 1.8
3. Visitors will spend an average
of two nights in a hotel, then
1985 Projected Demand
Of Room Nights
Since the proposed resort hotel can only
supply 45 X 365= 16,425 room nights per year upon
completion therefore the market demand in 1985 is
approximately six new hotels having the same size as
the one proposed (98,813/16,425= 6.0160).
This is a very important deduction finding
for both CCC and HWC as it suggested that the new
resort hotel would not cause a "dilution" of the
existing business volume in the present market and
it fact, it is a much desired and sought after
addition to the long-strayed industry. The
conclusion is that market demand would be much
larger than the supply by 1985 for this type of
hotel accommodation. Based on this projection CCC
and HWC should proceed with the remaining marketing
and financial issues with much relief.
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The hotel market in Huizhou can be 1ooKea at
from the demand side as well. From the demographic
survey and telephone interview it is revealed that
an average tourist may spend up to $280 for a 2-day
tour package (one night in hotel). His personal
spending is likely to be around $100 which he spends
the majority on food (70%). He further spends 20%
on souvenirs and 10% on recreation. For the $280
representing the basic cost of the tour, it is
estimated that $50 is paid over to the hotel as room
charge while $90 is the food cost for two days, paid
to the hotel restaurant. For all practical
purposes, this spending assumption on room and food
will be used in the calculations belows.
Of the 150,000 or so total visitors
projected in 1985, assume 10% are Hong Kong/Macau
package tourists and 90% are independent visitors.
The following represents the potential market in
figure terms for Huizhou hotels in 1985 (The 10%
package tourists assumption is based on ten
30-person tours per week; information obtianed from
a driver of the transportation company to whom
travel agents book their seats).
1. Package Tours- 15,000 individuals in
1985. Each average tourist spends one night and two
days in a hotel which charges $50 per person per
night for room and $45 per person per day for food
(three standard meals):
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15000 X (50+ 90)= $2,100,000
2. Individual Tourists- 135,000
individuals in 1985. Assume 75,000 are mainland
tourists and 60,000 are Hong Kong/Macau tourist.
a. Hong Kong/Macau Tourists- 60,000
individuals in 1985. Of these, 20% will stay for
three days and two nights 60% will stay for two
days and one night 20% will only go for a one-day
trip. The total revenue this group will provide in
1985 will be:
[(60,000 X 0.2) X (100+ 135)+ (60,000 X
0.6) X (50+ 90)+ (60,000 X 0.2) X (45)]
$8,400,000
Spending on souvenirs bought in hotel gift
shop and on recreation provided by the hotel will be
insignificant compared with what will be spent on
food and accommodation and therefore it will not
enter into the calculation for potential hotel
revenue.
b. Mainland Tourists- 75,000 individuals
in 1985. The spending pattern for this group is
difficult to estimate as the writers are given no
relevant statistics for the calculation of such.
For all practical purposes it is assumed that the
average mainland tourist will spend two nights and
three days in Huizhou and his total spending on
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hotel accommodation is RMB 12, and on food is RMB
20. The total revenue this group will provide in
1985 will be:
[75000 X (12+ 20)] X 3.8 (exchange rate)
$9,120,000
As can be seen, the potential market for
hotel room and food- the two largest sources of
revenue for a typical hotel in China- can reach
$20,000,000 in 1985.
The Customer Profile
Over 70% of the people surveyed visited
Huizhou with friends. The age distribution indicate
they are young, however mature working adults
between 18- 39 years of age. They are either
married or single, male or female family income per
month is between $3000 to $7000. Scenic and
historic attraction, inexpensive tour and being
close to Hong Kong are rated as the three main
reasons of visit. The majority of them go for
either a 2- or 3-day package tour which charge
between $280- 350. In addition, each spends some
personal money on food and souvenirs. However,
almost all felt their stay at Huizhou was not nearly
so exciting as it ought to be. They expected hotel
accommodation, food service and recreational
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facilities to be, much better. Fifty-one percent of
those telephone interviewed said they would go back
for a second visit only if these are improved. In
fact, the survey shows that with a good hotel they
don't mind to pay up to $150 a night for a double
room. Hong Kong tourists in general desire a good
Chinese restaurant, a coffee shop, gift shop, health
club, water recreation and discotheque. Laundromat,
photo-finishing shop and other recreational
facilities are nice to have but are probably not so
necessary.
Based on the conversations held with the
local people and Hong Kong residents temporarily
stationed in Huizhou the writers are of the opinion
that there may also be a small but readily available
local market source. These are the young and more
affluent workers and they have yet no family
responsibility. They make good wages and while
being young and curious they are constantly on the
lookout for new and exotic entertainments. With
increasing numbers of business ventures signed up
between Hong Kong and China this small group of
potential customers should not be ignored.
The Product (Service) Profile
The profile study presented below pertains
to the types of facilities and services which will
be provided by the new resort hotel. Our survey
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shows the kind of service desired by the two groups
of customers are diffenent. In a descending order
of importance, they are presented as follows:
Hong Kong Tourists
1. Chinese restaurant
2. Water recreation facilities
3. Other recreation facilities




8. 1-hour photo-finishing shop











6. "Hong Kong Style" Chinese restaurant
7. 1-hour photo-finishing shop
Considering the finite capital and land the
following facilities or services are proposed with
the aim to encompass as much as possible the various
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interests expressed by these two groups of potential
customers. Priority, however, is given to Hong
Kong/Macau tourists as they represent the key
customers of the hotel's business.
Chinese restaurant- Featuring clean and comfortable
dining environment. The restaurant will serve Dim
Sum for breakfast and lunch so as to make hotel
guests feel more like at home. This offer may also
attract some local business as well. As the survey
shows that a large proportion of holiday expenditure
is spent on food and beverages, it is wise to put
more emphasis on the hotel menu in order to
capitalize on hotel guests' spending pattern. A
variety of special dishes will be featured to please
not only everybody but those who demand speciality
and quality. The hotel restaurant will be open from
6 am to 12 pm with a service break of three hours (3
- 6 pm). During which time the Coffee Shop will
open for business. The long business hours of the
restaurant will help stop the lucrative night
snack' market from quietly slipping away.
Recreation facilities- Both water and land
recreation activities are high on the importance
list. The following specific facilities will be
provided by the hotel:
Target shooting and firecrackers/fireworks-
due to the limited space available, a concrete or
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brick wall will- be erected to separate the target
shooting field from the hotel complex for maximum
safety. Amateur 0.22 rifles will be used, however,
air rifles are also available for those who prefer
not to use black powder. Since the ban of
firecrackers and fireworks in Hong Kong in the '60s
enthusiasts cross the border every Lunar New Year to
spend their hard-earned money on this traditional
festive game. At present, Huizhou lacks centralized
location to allow the playing of firecrackers and
fireworks. The target shooting field is an ideal
site for such to be played at night after the
shooting hours.
Water recreation- the hotel will provide
paddle boats and water bicycles to be hired on
hourly basis. Motorized boats and speed boats may
be considered at a later stage should there be a
demand for it.
Coffee Shop (Snack Bar)- A place almost exclusively
appeal to Hong Kong/Macau tourists. Hong Kong
people in particular like to enjoy a good cup of
coffee or tea in the afternoon in a nice coffee
shop (or hot food stall) and currently there is not
such a place in the whole of Huizhou. A coffee shop
also serves as a secondary dining place in a hotel
as well as relieving the main restaurant in busy
hours or during close hours of the main restaurant.
Discotheque and mini-theatre- A place which will
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bring joy to youngsters both of Hong Kong and
Huizhou. Huizhou people in particular desire
watching good Hong Kong movies and this is a perfect
opportunity to bring such to them at a reasonable
charge. These will be basically Hong Kong TV series
which are available in tapes. The mini-theatre is
designed to seat 50-70 people and initially there
will be one to two showings per day. The chairs in
the theatre are fold-up type which can be removed
very quickly thus turning the studio into a
discotheque. Beverages and snacks will be served in
the premise to increase sales of this department.
Health Club with sauna bath- A mini-health club
complete with sauna bath and showers provide a good,
instant in-house recreation for relaxation.
Laundromat- It is not a recreation but is a very
important service especially for those who are here
for a long family holiday.
TVMgames- These games will be featured mainly to
attract children and young adults. Our survey
reveals a high level interest in TV games by Huizhou
young people. Six coin-operated TV games will be
provided and housed in a separate building close to
the entrance of the hotel. This serves to attract
local patrons as well as ensuring absolute privacy
and tranquility for hotel guests while resorting
within the hotel premise.
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Gift Shop/Boutique- The gift shop shall carry the
basic necessities such as toiletries and snack food
items. A simple range of souvenirs is for the
convenience of hotel guests purchasing gift items
without having to go outside of the hotel premise.
The other side of the shop is taken up as a fashion
display floor featuring various gament items at
affordable low prices, i.e. between RMB 10- 40.
There will be both men and women clothing and
accessory items for sale.
The above outlines the types of facilities
and services the resort hotel will provide. It is
noted that the 1-hour photo-finishing shop, western
restaurant and beauty salon will not be included in
the development plan as they do not meet the
economic requirement for development.
The brand new transportation fleet is worth
mentioning as it comprises four 14-seat passenger
vans and two 40-seat passenger buses for the
exclusive use of hotel guests. The buses will run
between Hong Kong and Huizhou for package tourists
while vans will be used locally.
The Competitive Profile
As mentioned previously there are now
fourteen local-standard hotels in Huizhou. In
addition, there are two hotels in Lofoushan and two
in Tongchuen therefore bringing a total of eighteen
hotels in the whole of the Huizhou district. The
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total number of -rooms under the HWC administration
is 266 under other administrative units has another
300 rooms. Lofoushan and Tongchuen have a total of
135 rooms therefore the entire area can provide
accommodation for up to 1400 individuals. More than
half of these rooms have installed air conditioners
and independent bathrooms. However, only less than
5% have their own television sets (television, if
any, is usually located in common areas such as
hall-ways). Interior decoration and furniture for
these rooms leave much to be desired. Beds and
linens are dirty, floors and walls sub-standard,
bathrooms are not clean and it is not uncommon to
find broken faucets, sinks, parts, etc. Hotel
management seem at ease with the rather poor
condition of the rooms and other amenities. Hotel
restaurants have a setup of a typical factory
canteen in Hong Kong, dining tables and chairs are
old and some beyond repairable so let alone of
decent interior decoration. There are no western
restaurants or coffee shops in all hotels, dining
hours are restricted to two hours per seating.
Hotels have no entertainment venus nor facilities,
in fact, there are no common areas within the hotel
for guests to get together for any sort of
function. Hotel in Huizhou, in general, are
extremely backward, they are more like rooms in
run-down condition group together in old, make-shift
buildings. The kind of hotel life one pictures in a
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typical international hotel will sure not be seen in
Huizhou for some years to come.
The average room rate for a typical room
with an air conditioning unit is RMB 20, on a double
occupancy basis. A third bed may be rented at RMB
10. The most expensive room is charged RMB 50, it
is completed with carpet, bathroom, television set
and slightly improved interior decoration. The
cheapest room is rented for RMB 6, in a room of four
beds without air conditioning and private bathroom.
Despite poor standard accommodation, all
hotels have achieved a 50% year-round, and 80% peak
season occupancy rate. The writers are of the
opinion that visitors are more or less forced to
take up whatever accommodation while there are
simply no alternatives available to them.
When the proposed resort hotel is completed
in early 1985, it will most certainly set history in
the hotel business in Huizhou. In the writers'
mind, without obviously being too bias, the new
hotel will face little competition as it is targeted
to serve a distinct market segment where there is no
competitor yet in the same field. However, local
hotels would continue to serve the local and the
lower end of the market sector while the new resort
hotel will gear for Hong Kong/Macau holiday seekers,
package tourists as well as discerning independent
travellers.
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Resort Hotel's Anticipated Market
Share And Annual Growth Rate
Our own market survey and in depth interview
revealed the following information:
1. The project is highly desired by both
Hong Kong tourists and Huizhou native people.
Specifically, improved transportation, hotel
accommodation, food standard and dining environment
target shooting, water recreation, one-hour
photo-finishing shop, discotheque, health club,
laundromat and gift shop are desired by Hong Kong
tourists while Huizhou people desire a beauty salon,
fashion boutique, mini-theatre, TV games,
discotheque and a one-hour photo-finishing shop.
2. The proposed hotel is not in direct
competition with other Huizhou hotels. Other hotels
will pose no threat to the new hotel with respect to
market share.
3. There will likely be an average of 4-
6% growth in the number of visitors to Huizhou per
year from 1985 onward, which is in line with the
prediction given by the chairman of the Hotel and
Building Expo '84 in which he forecasted a 6%
compound growth rate for the period between 1981 to
1985.
Since the proposed resort hotel is not
competing directly with the existing hotels in
Huizhou, its anticipated market share is probably
57
not of great importance. However, the expected
occupancy rate does give light to the new hotel's
share in terms of room nights. Our interview with
frequent travellers and persons who are in the
travel and hotel business zeroed in on the hotel's
conceptual acceptability given the existing external
and competitive environment. The results given by
these interviews suggested a high degree of
acceptability and popularity which is most
encouraging. In peak season, being November onward,
up to and including Easter Holidays, occupancy rate
could be as high as 80% while from May to October a
60% occupancy should not be difficult to achieve.
All views being taken into consideration, it is
therefore anticipated that in year 1, an
all-year-around occupancy rate of 69.9% should be
achieved (Table 1). A more conservative estimate is
that 70% for the peak season and 50% for the slack
season, giving an all-year-around occupancy rate of
59.9% (Table 2).
The new resort hotel's market share,
calculated on a room night basis, would therefore be:
High estimates:
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It can be seen that while the new resort hotel has a
small total market share it will be expected to have
a good occupancy rate of 60%- 70% at all times.
For the annual growth rate of the hotel,
since a 5% annual growth in the number of visitors
will be taken as an expected mean increase for the
agreement period, therefore a 5% annual increase in
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There are numerous statistics and figures
involved in preparing the financial statements and
the subsequent investment calculations. The
following assumptions are derived from findings of
the field research and therefore to the writers'
knowledge they can best represent the current market
conditions.
1. Projected tourism growth- from an
actual 7.8 million in 1981 to a projected 10 million
by 1985- is 7%. However, for the purpose of this
study a 5% annual growth rate for the period 1985 to
1989 will be used. This, however, is in line with
HWC executives' predication.
2. Projected demand of hotel room for the
same period is 5% which is in line with the tourism
growth pattern.
3. Projected overall occupancy rate for
year 1 (1985) is 70% (Table 1)
4. Projected average room rate for a
standard room is RMB 40 in year 1 (this is the rate
the majority of respondents regarded as reasonable).
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5. Unless otherwise specified, a 5%
inflation rate will automatically apply on all
expense items (including utilities) incurred by the
hotel.
6. A 4% annual wage increase for hotel
employees is budgeted for the same period.
7. Fixed asset depreciation follows the
usual method which is equal amortization and with
all assets being written off at the end of the 12th
year.
8. It is estimated that 50% of restaurant
revenue will come from non-hotel guests, i.e.
independent tourists, local customers and Hong Kong
workers based in Huizhou, etc.
9. In the total recreation revenue, 20%
will be derived from local customers and 80% from
Hong Kong/Macau customers mainly hotel guests.
10. Laundromat and gift shop will derive
100% business from Hong Kong/Macau tourists only.
11. TV games will attract as much locals as
they will attract tourists.
12. The fashion boutique will have 90% local
and 10% tourist business.
13. Health Club facilities will be provided
only to hotel guests, free of charge.
14. Each visitor will spend an average of
RMB 10 on recreation, RMB 20 on souvenirs and RMB 2
on laundry while staying at the hotel in year 1.
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The former two spending projections are in line with
research findings where the latter is a pure
assumption. In addition, each hotel guest will
probably spend an average of RMB 2 playing TV games.
It is assumed that local players will also have the
same spending pattern. Local patrons visiting the
fashion boutique will spend an average of RMB 25 on
a garment and there will likely be about 15 local
customers a day. There will be a service charge for
using the Discotheque and the estimate is that only
about one third of hotel guests will use this
facility at a minimum charge of RMB 3 per guest.
There will be as many locals as tourists using this
facility. At RMB 1 per show, there will be about
100 audience per evening for the theatre and they
will be mainly local people.
Pro-Forma Income Statement
Before a 5-year Pro-Forma Income Statement
(1985- 1989) will be constructed a series of tables
showing departmental revenues and expenses for the
same period are presented. The computation of
figures within these tables is only made possible
using the above assumptions.
Table 3 shows the Room Department Revenue
(projected) for the five year period.
Table 4 shows the Food Department Revenue
(projected) for the five year period.
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Table 5 shows the Recreation Revenue
(projected) for the five year period.
Table 6 shows the Laundromat/Gift Shop
Revenue (projected) for the five year period.
Table 7 shows the TV Games Revenue
(projected) for the five year period.
Table 8 shows the Fashion Boutique Revenue
(projected) for the five year period.
Table 9 shows the Discotheque/Mini-Theatre
Revenue (projected) for the five year period.
Table 10 show the Overall Sale Revenue
(projected) for the five year period.
The computation of operational expenses is
somewhat complicated. In general, they include
direct cost of sales, administrative and selling
expenses, interest expenses, income tax and other
deductions.
Table 11 shows the Room Department Cost Of
Sales (projected) for the five year period.
Table 12 shows the Food Department Cost Of
Sales (projected) for the five year period.
Table 13 shows the Recreation Cost Of Sales
(projected) for the five year period.
Table 14. shows the Laundromat/Gift Shop
Cost Of Sales (projected) for the five year period.
Table 15 shows the TV Games Cost Of Sales
(projected) for the five year period.
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Table 16- shows the Fashion Boutique Cost Of
Sales (projected) for the five year period.
Table 17 show the Discotheque/Mini-Theatre
Cost Of Sales (projected) for the five year period.
Table 18 shows the Other Expenses in
addition to the total direct cost of sales for each
department thus completing the hotel's overall total
expenses for the five year period.
Table 19 shows the resort hotel's Pro-Forma
Income Statement for the five year period.
Cash Flow Projections
A five-year cash flow projection is
presented in Table 20. The assumptions under which
the projection is arrived at are also presented at
the end of the table.
Anticipated Return On Sales And
Return On Investment
The two return calculations, return on sales
and return on investment are presented in Table 21.
Discounted Cash Flow (Net
Present Value) Method
Taking the estimated profit growth from the
6th year onward to be 10% and a projected actual
growth for the first five years to be 37% the
discounted cash flow in net present value of the




Finally, the discounted payback period for






(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Projected Occupancy Rates(%) 70.0 73.5 77.2 81.0 85.0
Room Rate 40.0 42.0 44.1 46.3 48.6





(CHINESE RESTAURANT AND COFFEE SHOP)
(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Hotel Room Night 11,498 12,072 12,680 13,304 13,961
Guest Night (x 1.8) 20,699 21,730 22,824 23,948 25,130
Breakfast in Hotel- 90% 18,626 19,557 20,542 21,553 22,617
Lunch in Hotel- 40% 8,278 8,692 9,130 9,579 10,052
Dinner in Hotel- 80% 16,557 17,384 18,259 19,158 20,104
Outside Patrons
Breakfast 18,626 19,557 20,542 21,553 22,617
Lunch 8,278 8,692 9,130 9,579 10,052
Dinner 16,557 17,384 18,259 19,158 20,104
Breakfast - Price per Cover 3.00 3.15 3.30 3.47 3.65
Revenue 111,756 123,209 135,577 149,578 165,104
Lunch - Price per Cover 5.00 5.25 5.50 5.80 6.00
Revenue 82,780 91,266 100,430 111,116 120,624
Dinner - Price per Cover 10.00 10.50 11.00 11.60 12.20
Revenue 331,140 365,064 401,702 444,466 490,538





(TARGET SHOOTING, FIREWORKS, FIRECRACKERS, PADDLE BOATS AND WATER BICYCLES)
(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Hotel Room Night 11,498 12,072 12,680 13,304 13,961
Guest Night (x 1.8) 20,699 21,730 22,824 23,948 25,130
No. of Visitors (Guest Nights 2) 10,350 10,865 11,412 11,974 12,565
Spending By Hotel Guests
(RMB 10 per Visitor in Year 1) 103,500 114,083 125,817 138,614 152,728
Spending by Non-Hotel Guests 25,875 28,520 31,464 34,654 38,182





(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Hotel Room Night 11,498 12,072 12,680 13,304 13,961
Guest Night (x 1.8) 20,699 21,730 22,824 23,948 25,130
No. of Visitors (Guests Night 2) 10,350 10,865 11,412 11,974 12,565
Spending by Each Hotel Guest
(RMB 22 per Visitor in Year 1) 22.00 23.10 24.25 25.50 26.74





(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Hotel Room Night 11,498 12,072 12,680 13,304 13,961
Guests Night (x 1.8) 20,699 21,730 22,824 23,948 25,130
No. of Visitors (Guest Nights 2) 10,350 10,865 11,412 11,974 12,565
Spending by Hotel Guests
(RMB 2 per Visitors in Year 1) 20,700 22,817 25,163 27,723 30,546
Spending by Non-Hotel Guests 20,700 22,817 25,163 27,723 30,546





(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Estimated No. of Local Customers 5,500 6,000 6,600 7,300 8,000
Spending by Local Customers
(RMB 25 per Customer in Year 1
with a Spending Growth of 10%
per annum)
Spending by Hotel Guests
Total Revenue
137,500 165,000 199,650 242,908 292,820
15,278 18,333 22,183 26,990 32,536





(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Hotel Room Night 11,498 12,072 12,680 13,304 13,961
Guest Night (x 1.8) 20,699 21,730 22,824 23,948 25,130
No. of Visitors (Guest Night 2) 10,350 10,865 11,412 11,974 12,565
Discotheque spending by Non-
Hotel Guests (RMB 3 per
Visitors in Year 1) 31,050 34,225 37,745 41,584 45,819
Discotheque Spending by
Non-Hotel Guests 31,050 34,225 37,745 41,584 45,819
Mini-theatre spending by Locals
(RMB 1 per Person per Evening.
Assume 100 Audience per Evening) 36,500 38,325 40,241 42,253 44,366





(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Room Department 459,900 507,040 559,192 615,987 678,517
Food Department 525,676 579,539 637,710 705,160 776,266
Recreation Department 129,375 142,603 157,271 173,268 190,910
Laundromat/Gift Shop 227,700 250,982 276,741 305,337 335,988
TV Games Department 41,400 45,634 50,326 55,446 61,092
Fashion Boutique 152,778 183,333 221,833 269,898 325,356
Discotheque/Mini-Theatre 141,147 151,442 162,647 174,647 187,660
Overall Sales Revenue 1,677,976 1,860,573 2,065,720 2,299,743 2,555,789
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TABLE 11




(@9.4% of Sales, Utilities
inclusive) 1
Fixed Costs
4 Front Desk Personnels
@RMB 120 per Month
6 Room Service Personnel
@RMB 120 per Month
1 Supervisor (Chief House-
keeper) @RMB 200 per month
Total Cost of Sales
lIndustry Average obtained from a Hotel "Feasibility Study entitled Five-Star Hotel
Project- New Caledonia, Paribas Asia Ltd., March 1983.
Year 1 Year 2 Year 3 Year 4 Year 5
43,231 47,662 52,564 57,903 63,781
5,760 5,990 6,230 6,479 6,738
8,640 8,986 9,345 9,719 10,108
2,400 2,496 2,596 2,700 2,808
60,031 65,134 70,735 76,801 83,435
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TABLE 12
FOOD DEPARTMENT COST OF SALES
FIVE YEARS
(RMB) Year 1 Year 2
Year 3 Year 4 Year 5
Variable Costs
Food (@35.1% of Sales) 1
Beverage .(@10% of Sales)
184,512 203,418 223,836 247,511 272,470
52,568 57,954 63,771 70,516 77,627
Fixed Costs
- 3 Executive Chefs
@RMB 200 per Month 7,200 7,488 7,788 8,099 8,423
- 6 Cooks
@RMB 150 per Month 10,800 11,232 11,681 12,149 12,634
- 16 Waiters
@RMB 120 per Month 23,040 23,962 24,920 25,917 26,954
- 2 Managers
@RMB 200 per Month 4,800 4,992 5,192 5,399 5,615
- 8 Dish Washers
@RMB 100 per Month 9,600 9,984 10,383 10,799 11,231
- 4 Janitors
@RMB 100 per Month 4,800 4,992 5,192 5,399 5,615
- Utilities 12,000 12,600
13,230
13,892 14,586
Total Cost of Sales 309,320 336,622 365,993 399,681 435,155
lIndustry Average obtained from a Hotel Feasibility Study entitled Five-Star
Hotel Project- New Caledonia, Paribas Asia Ltd., March 1983
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TABLE 13






6 Shooting Field Attendants
@RMB 100 per Month
4 Water Recreation Attendants
@RMB 100 per Month
2 Attendants for Firework
and Firecrackers
@RMB 100 per Month
Utilities
Total Cost of Sales
Year 1 Year 2 Year 3 Year 4 Year 5
12,938 14,260 15,727 17,327 19,091
7,200 7,488 7,78 8,099 8,423
4,800 4,992 5,192 5,399 5,615
2,400 2,496 2,596 2,700 2,808
3,000 3,150 3,308 3,473 3,647
30,338 32,386 34,611 36,998 39,584
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TABLE 14
LAUNDROMAT/GIFT SHOP COST OF SALES
FIVE YEARS
(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Variable Costs
(@66% of Sales) 150,282 165,648 182,649 201,522 221,752
Fixed Costs
1 Attendant
@RMB 100 per Month 1,200 1,248 1,298 1,350 1,404
3 Sales Girls
@RMB 100 per Month 3,600 3,744 3,894 4,050 4,211
Utilities 4,000 4,200 4,410 4,631 4,862
Total Cost of Sales 159,082 174,840 192,251 211,553 232,229
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TABLE 15
TV GAMES COST OF SALES
FIVE YEARS





@RMB 100 per Month 2,400 2,496 2,596 2,700 2,808
1 Fitter
@RMB 100 per Month 1,200 1,248 1,298 1,350 1,404
Utilities 3,000 3,150 3,308 3,473 3,647
Total Cost of Sales 6,600 6,894 7,202 7,523 7,859
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TABLE 16







@RMB 100 per Month
Utilities
Total Cost of Sales
Year 1 Year 2 Year 3 Year 4 Year 5
100,833 121,000 146,410 178,133 214,735
2,400 2,496 2,596 2,700 2,808
2,000 2,100 2,205 2,315 2,431
105,233 125,596 151,211 183,148 219,974
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TABLE 17







@RMB 100 per Month
1 Music Man
@RMB 200 per Month
1 Film Projection Man
@RMB 200 per Month
1 Ticket Office Sales Girl
@RMB 100 per Month
Utilities
Total Cost of Sales
Year 1 Year 2 Year 3 Year 4 Year 5
14,115 15,144 16,265 17,465 18,766
2,400 2,496 2,596 2,700 2,808
2,400 2,496 2,596 2,700 2,808
2,400 2,496 2,596 2,700 2,808
1,200 1,248 1,298 1,350 1,404
6,000 6,300 6,615 6,946 7,293




















Year 1 Year 2 Year 3 Year 4 Year 5
699,119 771,652 853,969 949,565 1,054,123
129,600 134,784 140,175 145,782 151,614
100,105 79,105 57,947 36,947 15,947
208,000 208,000 208,000 208,000 208,000
46,800 50,472 54,471 58,828 63,577
4,200 4,386 4,580 4,783 4,996
10,000 10,000 10,000 10,000 10,000
73,212 76,140 79,186 82,354 85,648
30,000 31,500 33,075 34,729 36,465
15,000 15,750 16,538 17,364 18,233
100,000 105,000 110,250 115,763 121,551
10,000 10,500 11,025 11,576 12,155
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(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Insurance 2,000 2,100 2,205 2,315 2,431
Entertaining& Travelling 5,000 5,250 5,513 5,788 6,078
Working Expenses
1,200 1,260 1,323 1,389 1,459
Overall Expenses 1,434,236 1,505,899 1,588,257 1,685,183 1,793,274
1The General Office has 1 general manger (RMB 2,000 per month), 1 deputy general
manger (RMB 2,000 per month), 1 qualified accountant (RMB 2,000 per month), 4 accounting
clerks (RMB 150 per month), 1 qualified engineer (RMB 2,000 per month), 4 fitters (RMB 150
per month), 2 secretaries (RMB 600 per month) and 4 general clerks (RMB 100 per month).
2Calculate based on ten equal instalments over 5 years with interest pay on 1st of
each month, on a reducing balance basis. Interest rate is fixed at 10% for this period.
Sum borrow is HK$4,000,000 (80% of total investment).
3Depreciation& amortization is taken as straight line depreciation of the
capitalized amount of RMB 2,500,000 over 12 years.
4The Transportation Team consists of 1 supervisor (RMB 200 per month) and 8 drivers
(RMB 150 per month). Variable expense items are patrol expense, oil expense, repair and
maintenance expenses and insurance expense estimated to be RMB 30,000 in year 1 and with a
10% increase per annum.
5The Health Club has 2 attendants (RMB 100 per month) and utility cost at RMB 150 per




- Bonus staff Retirmenet at 30% of salaries and wages (RMB 244,040 in year
common practice with most Hong Kong companies.
- Uniform Laundry Expenses for the hotel's 105 staff is estimated at RMB 30,000 in
year 1.
- Electricity Fuel for the hotel's general area and outside surrounding is estiamted
at RMB 15,000 in year 1.
- Repair Maintenance for the hotel buildings and premises is estimted to be RMB
100,000 in year 1.
- Medical Expenses including hospitalization for the hotel staff is estimated to be
RMB 10,000 in year 1.
- General Insurance for the property will be purchased and it is estiamted to be RMB
2,000 in year.
- Entertaining Travelling Expense is estimated to be RMB 5,000 in year 1.
- Working Expenses are estimated to be RMB 1,200 in year 1.
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TABLE 19
THE PROPOSED RESORT HOTEL
PRO-FORMA INCOME STATEMENT
FIVE YEARS
(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Total Sales 1,677,976 1,860,573 2,065,720 2,299,743 2,555,789
Less: Sales Tax (5%) 83,899 93,029 103,286 114,987 127,789
Total Net Sales 1,594,077 1,767,544 1,962,434 2,184,756 2,428,000
Expenses:-
Total Cost of Sales 699,119 771,652 853,969 949,565 1,054,123
Administration/Selling 129,600 134,784 140,175 145,782 151,614
Interest Expense 100,105 79,105 57,947 36,947 15,947
Depreciation & Amortization 208,000 208,000 208,000 208,000 208,000
Transportation Expense 46,800 50,472 54,471 58,828 63,577
Health Club Expense 4,200 4,386 4,580 4,783 4,996
Contingency Fund 10,000 10,000 10,000 10,000 10,000
Other Expenses 236,412 247,500 259,115 271,278 284,020
Total Expenses 1,434,236 1,505,899 1,588,257 1,685,183 1,792,274
Income before Tax 159,841 261,645 374,177 499,573 635,726
Less: Profits Tax (15%) 74,936 95,359
Net Income 159,841 261,645 374,177 424,637 540,367
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TABLE 20
















Net Operating Cash Flow
Capital Expenditure 5
Formation
Year 1 Year 2 Year 3 Year 4 Year 5
159,841 261,645 374,177 424,637 540,367
208,000 208,000 208,000 208,000 208,000
4,167 4,167 4,167 4,167 4,167




(220,000) (220,000) (220,000) (220,000) (220,000)
(220,000) (220,000) (220,000) (220,000) (220,000)




Period Year 1 Year 2 Year 3 Year 4 Year 5
Tax6 (74,936)
Dividend Paid7 (159,841) (261,645) (374,177) (424,637)
+/(-) of Cash Flow (2,550,000) 152,008 93,971 104,699 42,627 32,961
Bank B/F 2,632,000 82,000 234,008 327,976 432,678 475,305
Bank C/F 82,000 234,008 327,979 432,678 475,305 508,266
1Provision is for amortization of formation expenses over the joint venture period- a
rule under existing Joint Venture Law in China.
2Mainly Stock of food suplies (1 week), garment and gift items (3 months) and fireworks,
firecrackers and bullets (3 months) at cost.
3Salaries for workers and expenses during the construction period of one year.
4This amount will be distributed to both parties annually.
5HWC's share of the initail capital in a form of land plus some existing building
structures has a total value of RMB 1,316,000. CCC's share is also RMB 1,316,000 of which
1,184,000 will go direct into capital formation, 50,000 will be used up as formation expenses
during the construction period whereas the balance will be in a form of bank cash balance as
working capital.
6Tax-holiday for 3 years. Tax for the 4th year will be paid at the beginning of the 5th
year.
7Profits of year 1 will be distributed full at the beginning of year 2, etc.
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TABLE 21




(RMB) Year 1 Year 2 Year 3 Year 4 Year 5
Total Investment 2,632,000
Total Sales 1,677,976 1,860,573 2,065,720 2,299,743 2,555,789
Net Income 159,841 261,645 374,177 424,637
540,367
Return on Sales(Profit Margin) 9.53 14.06 18.11 18.46 21.14

























Net Present Value 1,923,710
* The average profit growth for the first 5 years is 37%. The average profit
growth from the 6th year onward is estimated to be a conservative 10% taking the view
that profits tax will be paid from the 4th year onward and a dramatic increase of
operating expenses due to expansion of operation.
Capital Profot Cash Inflow
Discounted Value
@12% p.a.
220,000 159,841 379,841 379,198
220,000 261,645 481,645 383,871
220,000 374,177 594,177 423,054
220,000 424,637 644,637 409,989
220,000 540,367 760,367 431,128
220,000 594,404 814,404 412,903
220,000 653,884 873,884 394,977
220,000 719,228 939,228 379,448
220,000 791,151 1,011,151 365,026
220,000 870,266 1,090,266 351,066
220,000 957,293 1,177,293 337,883















The initail investment is RMB 2,632,000. The year in which the cumulative discounted
value equal or exceed the amount of investment is the discounted payback period. In this case,
the discounted payback period is seven years.
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CHAPTER VI
CONCLUSION, DISCUSSION AND RECOMMENDATION
There were no fewer than 130,000 tourists
visiting Huizhou in 1982, of which approximately
half were from Hong Kong and Macau. About 77%
(50,000) stayed in hotels for an average of 2 to 3
days. It is believed that the situation in 1983 was
quite similar to 1982 and there may be a small
percentage of growth in the number of visitors in
1983. The number of visitors in 1985 when the
proposed hotel will open for business is expected to
be around 150,000, the majority of them buy package
tour in Hong Kong or Macau.
Most people interviewed thought Huizhou is
worth visiting although the transportation from Hong
Kong and the standard of hotel accommodation are
extremely poor. Beside some historic sites and good
scenery particularly the West Lake, they are of the
opinion that Huizhou is not too terribly exciting as
a city. However, people here still prefer to go to
Huizhou for short holidays because it is close to
Hong Kong and it is not too expensive a place to
visit and stay for a couple of days. With the aid
of the two nearby tourists spots Tongchuen and
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Lofoushan, Huizhou can easily be a base city for
tourism in this region.
Research findings show there is room for
expansion for the hotel industry in Huizhou
particularly resort-type hotels or motels with
recreation elements. Key customers of the proposed
hotel are lower-middle income Hong Kong residents,
they are typically young bachelors or young married
couples, working for the maunfacturing industry and
have attained high school education. They would
spend $150 for a standard room in a hotel which
provides some recreation facilities, a gift shop, a
discotheque, a coffee shop and a laundromat, etc.
While staying for an average of two days with a
package tour group they would spend an additional
$100 per person on food, souvenirs and recreation.
Local customers should not be neglected as the hotel
restuarant and its other facilities expect a fair
amount of business to be derived from them as well
as Hong Kong residents now working in Huizhou on
contracts.
Hotel and tourism is at its infancy in China
so there really isn't any established hotel industry
one can draw reference from in the whole of China.
However, hotel and tourism has emerged as a
significant "generator" for foreign currencies after
the Cultural Revolution in the '60s and it is now
quickly establishing itself as a very important
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"industry" producing not physical goods but
services. Hotel and tourism nowaday enjoys high
priorities along with other agricultural (export) or
high-tech (import) business ventures at different
levels of the Chinese Government economic units. So
long as foreign currencies are continued to be
brought in through hotel and tourism and the fact
that the industry creates employment and job
opportunities in hotel management for the Chinese,
there will continue be high level government support
for this industry in foreign joint ventures.
While there is no real significant
competition to worry about as this is clearly the
first hotel of its kind ever to be developed in
Huizhou, the marketing strategy is to join force
with Hong Kong package tour organizers to promote
tours to Huizhou, Tongchuen and Lofoushan. As the
hotel has only 45 rooms the market share is probably
not a significant issue. So long as the hotel can
maintain satisfactory occupancy rates throughout the
year, in this case 70% in year one with a 5% annual
growth, there will be enough business generated for
the restaurant and other profit centres such as
Recreation or Fashion Boutique, etc. Each of these
profit centres would have a common strategy to
attract customers, that is, to introduce a distinct
product or service which can not be found in other
hotels in Huizhou. For
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instance, there will be a selected menu offerinc
delicacies currently not available in Huizhou. Ar
example of this would be roasted pigeons from the
famed Kwong Ming Farm of Shenzhen or a kind of fresr
water fish found only in the West Lake, etc. In the
Gift Shop, for example, a range of imitation antiquE
ceramic and vases custom-made by the Huizhou Ceramic
Factory will be available. The overall objective iE
to draw as many people to use the hotel's various
services as possible thus help lower overhead cost
and maximize profitability.
Table 10 under Financial Study shows the
sales revenue for the hotel's various departments.
The Food Department will bring in the highest
revenue followed by the Room Department, Gift
Shop/Laundromat, Fashion Boutique, Discotheque
/Mini-Theatre, Recreation and TV Games. Substracting
the cost of sales the Room Department leads the
group in producing the highest gross margin followed
by the Foods Department, Discotheque /Mini-Theatre,
Recreation, Gift Shop/Laundromat, Fashion Boutique
and TV Games. It is therefore clear that the Room
and Food are the two most important departments as
far as the hotel's cash flow and profitability are
concerned.
It is encouraging to note that right from
year 1 there shows a positive net income of RMB 159,
841 after deducting all cost of sales and other
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operating expenses. There will be no profits tax
payable in the first three years making the
investment very attractive to foreign investors.
The net profit margin for the first year is 9.53%
and gradually increasing to 21.14% in the fifth
year. Return on investment also shows positive
figures from a 6.07% in year 1 to 20.53% in year 5.
Table 20 shows the hotel's cash flow
position for the first 5 years. The hotel is able
to maintain a positive cash flow position through
the first five years which is usually the most
difficult period for any new business, and is said
to have generated an increasing cash balance to
finance day-to-day operating costs.
When the joint venture agreement is finally
concluded in year 12, the hotel would have generated
RMB 4,555,710 in today's dollar value (net present
value) against an investment sum of RMB 2,632,000
provided today. This, again, shows that the
investment is an extremely viable one and should
therefore deserve attenttion from serious investors
(Table 22).
Table 23 shows the Discounted Payback Period
which measures the length of time the investment sum
will be self-liquidated and therefore paid back to
the investors. The analysis shows that the
discounted payback period is between six to seven
years.
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CCC's concerns over the project which had
been stated in early chapters have all been given
satisfactory and, indeed, favorable answers. if
what have been studied in this research project were
properly carried out and that the data obtained fron
the marketing and financial studies can best reflect
the current condition and future development of
Huizhou city with respect to its hotel and tourism
industry, then CCC should now drive home the message
that its contemplated investment is probably
feasible and yet it will even be quite profitable.
CCC has negotiated a good deal in getting 80% of the
net profit for the first 6 years and it would mean
sufficient profit and cash up front for
re-investment into the hotel project if they wish.
In doing so, CCC may elect to re-negotiate for a
much longer operating period as compensation.
Either way HWC has nothing to lose but everything to
gain from this hotel project. Hotel management
experience is one and employment the other as
non-profit or "intangible" benefits which HWC will
definitely gain from this cooperation. By assigning
some existing lands and buildings currently having
very little value HWC is able to secure one-half
share in the hotel complex which they account for
20% of net profit in the first six years and 50% the
remaining six years. After the agreement period HWC
will become the sole proprietor of the business so
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there presents some very strong incentives for them
to proceed with the project at practically no risk
attached to it at all. In this connection, the only
concern CCC may now have. in mind is that in case of
bankcrupcy how to recover part or all of its
invested capital. The recommendation the writers
will henceforth put forward to the investment
committee is that both parties should recognize this
possibility and therefore provide a separate clause
in the Joint Venture Agreement to protect basically
the party (foreign investor in this case) who
invests cash into the project and by nature attracts
a much greater capital risk.
If such a protective clause can be put into
the agreement the writers are of the opinion that
HWC and CCC should enter into a business agreement
soon to capitalize the tremendous opportunity of
launching a resort hotel in Huizhou.
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APPENDIX 1
A SAMPLE OF THE COVERING LETTER
SENT TO SELECTED SAMPLE SUBJECTS
DateAddress
Dear Sir/madam,
We are business graduate students at the
Chinese University of Hong Kong and are conducting a
research project concerning the development of
tourism in Guangdong province. We learn that you
have recently joined one or more of the following
tours:
1. Honey Lake, Huizhou West Lake Tour- A
2-day Tour
2. Huizhou West Lake, Tongchuen, Lofoushan
Tour- A 3-day Tour
3. Huizhou West Lake Tour- A 1-day Tour
4. Other Scenic tours within Guangdong
province
We would appreciate a telephone interview
with you to learn about your experience with these
tours. In this regard, your opinion will be held in
strict confidence. We hope recommendations arising
from this survey will aid local holiday and travel
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agents to develope more exciting vacation ideas to
the benefit of us all. However, if you find
telephone interview not convenient to you at least
we hope you could spend a few minutes to complete
the questionnaire which is enclosed with a
pre-stamped, self-addressed envelope. To thank you
for your time and effort we will send you two
sandalwood bookmarks currently having a retail price
of HK$ 4.
MORE EXCITING FREE GIFT- If you would
kindly give consent to talk to us on the telephone
you will be given a sandalwood fan courtesy of the
undersigned. Simply mark "yes" for question #12 on
the questionnaire and don't forget to put down your
telephone number in the space provided. Kindly also
indicate the date and time you would like us to call
you for the interview.
Finally, if you are not prepared to respond
to either request, kindly disregard this letter and
we will trouble you no further.
We thank you in advance and with best regard.
Sincerely yours,
Philip LeungRaymond Chu
(HKCU Student ID#812931)(HKCU Student ID#810916)
P. S. The sandalwood fan has a current
retail price of HK$ 50. It can be yours for free!
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APPENDIX 2a
TARGET MARKET QUESTIONNAIRE SURVEY-
HONG KONG TOURISTS
You will receive a FREE GIFT if you will




2. Marital Status: Single
Married


















6. In your recent tour to Guangdong, where
did you go and when?
Place:
Date:









8. How much did you spend on this trip?
2-day 3-day1-dal(Averages)
$ 280$ 180 $ 350Total cost
$ 40 $ 100 $ 135Personal spending
9. Name two most important reasons if you








(firework, rifle shooting, horseback
riding, etc)
ann9 hniP1 nnnnmmoation












11. Will you join this tour again given that








12. A sandalwood fan (HK$50 retail) will be
yours absolutely free if you are willing to talk to
us more about your recent tour. This will be in a
form of a telephone interview where you choose a
data and time. Now, may we telephone you to discuss
further about your trip?
you may call me atyes
AM/PM on
(please pick a date between September 14 to 30,
1983). My telephone number is:
HK/KLN/NT
please do not call but Ino




TARGET MARKET IN-DEPTH TELEPHONE INTERVIEW-
HONG KONG TOURISTS
Thank you for letting us talk to you on the
telephone about your recent trip. We will send you
a sandalwood fan very soon. Now please answer the
following questions.
1. Where did you visit?
Huizhou, West Lake
- 1-day
Huizhou, West Lake, Lofoushan
- 2-day
Honey Lake, Huizhou, West Lake, Lofoushan
- 3-day
2. Can you give us your opinion of Huizhou



















3. What is the basic reason that you joined
this tour to Huizhou?
Scenery/Historic Attraction
Just A Place To Get Away From Hong
Kong
Haven't Been To Huizhou Before Find
Out What It Is Like There
Other Minor Reasons, i.e.
Visiting Relatives
4. What do you like most about your trip to







5. What are your specific complaints about










6. Can you recall your personal spending on
the following items (all costs already included in







7. If there is now a new resort hotel in
Huizhou, what following facilities would you




























8. Imagine now there is a small (45-room)
but absolutely first-class resort hotel by the lake
shore of Huizhou West Lake. The hotel has a Chinese
restaurant, western restaurant, coffee shop, gift
shop, beauty salon, health club, discotheque, 1-hour
photo-finishing shop, mini-theatre, launndromat,
fashion boutique and some recreation facilities and
within a radius of 40 kilometers there are famous
scenic points and a hot spring which the hotel
provides transportation to and form. Would you
consider this as your family's next vacation place?
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If yes, what room rate would you consider as
reasonable (based on a two single-bed room)?
RMB 30 (HK$ 115)
RMB 40 (HK$ 150)
RMB 50 (HK$ 190)
RMB 60 (HK$ 230)
RMB 70 (HK$ 270)
RMB 80 (HK$ 300)
9. At the hotel you stayed in Huizhou,
would you like to make a guess on its occupancy rate








10. Would you visit Huizhou again if the new





You have just answered all our questions.
We thank you once again for your cooperation.
109
APPENDIX 3













□ 向 立 面 图
主 入 口 立 面 图
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